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To:  The Honorable Roy M. Takumi, Chair 

and Members of the House Committee on Consumer Protection and Commerce 
 
Date:  Tuesday, February 12, 2019 
Time:  2:00 P.M. 
Place:   Conference Room 329, State Capitol 
 
From:  Linda Chu Takayama, Director 
  Department of Taxation 
 

Re: H.B. 475, H.D.1, Relating to the Real Estate Investment Trusts 
 

The Department of Taxation (Department) provides the following comments regarding 
H.B. 475, H.D. 1, for your consideration. 

 
 H.B. 475, H.D. 1, eliminates conformity to Internal Revenue Code section 857(b)(2)(B), 
and disallows the deduction for dividends paid by a Real Estate Investment Trust (REIT).  House 
Committee on Economic Development and Business added a provision that 10% of the net 
revenue gain from this measure is to be earmarked for the Department of Business, Economic 
Development, and Tourism (DBEDT) to fund economic development in the State.  H.D. 1 has a 
defective effective date such that it applies to taxable years beginning after December 31, 2112.  
 

First, the Department notes that the new provision providing that 10% of the revenue 
generated from REITs is very ambiguous.  If the intent is to earmark 10% of all income tax 
revenue paid by REITs this should be specified.  Further, the provision as currently written does 
not seem to be sufficient to create and appropriation.  The provision can be read to simply 
provide a method to calculate an amount that DBEDT must spend rather than providing the 
funds to spend.  If this provision is intended to be an appropriation, the Department suggests 
appropriating the amount to a special fund that has specific requirements on the how the funds 
must be spent.  

 
Second, while a REIT must report all of its income on a tax return, it is not mandatory to 

report all of its allowable deductions. This is because the dividends paid for the deduction alone 
will eliminate any tax liability.  In other words, to properly estimate the potential revenue gain 
we must also consider the other allowable deductions that can be used to offset tax liability, as 
well as behavioral responses due to tax planning.  

 
Finally, the Department notes that it always prefers conformity with the Internal Revenue 

Code (IRC) where possible, as it provides clear guidance to both the Department and to 
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taxpayers; the Internal Revenue Service has issued substantial guidance in the form of rules and 
regulations, and there are many court decisions regarding the various sections of the IRC. 
Conformity greatly minimizes the burden on the Department and taxpayers, thereby assisting 
compliance with Hawaii's tax law.  

 
Thank you for the opportunity to provide comments. 
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February 8, 2019 
 
 
Representative Roy M. Takumi, Chair 
Representative Linda Ichiyama, Vice Chair 
House Committee on Consumer Protection & Commerce 
 
Comments and Concerns in Strong Opposition to HB 475, HD1, Relating to 
Real Estate Investment Trusts (REITs); Disallows Dividends Paid Deduction 
for REITs. 
 
Tuesday, February 12, 2019, 2:00 p.m., in Conference Room 329 
 
The Land Use Research Foundation of Hawaii (LURF) is a private, non-profit research 
and trade association whose members include major Hawaii landowners, developers 
and a utility company.  LURF’s mission is to advocate for reasonable, rational and 
equitable land use planning, legislation and regulations that encourage well-planned 
economic growth and development, while safeguarding Hawaii’s significant natural and 
cultural resources, and public health and safety. 
 
HB 475, HD1.  The purpose of this bill is to amend subsection (b) of Section 235-2.3, 
Hawaii Revised Statutes, to deem Internal Revenue Code Section 857(b)(2) (with 
respect to the dividends paid deduction for real estate investment trusts) inoperative, 
thereby disallowing the dividend paid deduction for REITs.  Should HB 475, HD1 be 
adopted, REITs will be taxed on their net income in Hawaii, while REIT shareholders 
will continue to be taxed on dividend income received, resulting in a double tax.   
 
LURF’s Position.  LURF acknowledges the intent of this and prior, similar iterations 
of this measure given what may be perceived to be the potential for tax avoidance and 
abuse by foreign/mainland corporations and wealthy individuals through real estate 
ownership arrangements structured through REITs, however, stated justifications for 
this bill have not, to date, been proved or supported by any credible facts or evidence.   
 
The State’s Final Report on the Impact of REITs in Hawaii Has Failed to 
Validate the Alleged Purpose of and Need for this Proposed Legislation. 

Given that an unwarranted change of a universal tax rule in place since 1960 could 
undoubtedly affect investments made by REITs in Hawaii, significantly reduce the 
availability of capital in this State, as well as result in other economic repercussions, the 
Legislature determined in 2015 that it was necessary and prudent to require support for 
this type of measure prior to considering its passage.  Thus, Act 239, Session Laws of 
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Hawaii 2015, was passed which required the State Department of Business, Economic 
Development & Tourism (DBEDT) and the State Department of Taxation (DOTAX) to 
study the impact of REITs in Hawaii, and to present material facts and evidence which 
could show that such proposed legislation is in fact needed, and whether the State’s 
economy will not be negatively affected because of taking the action proposed.   

An interim report was released in December 2015 (the “Interim Report”),1 followed by a 
final report issued in September 2016 (the “Final Report”),2 however, even the Final 
Report is based on assumptions and estimates; relies on inconclusive results of surveys 
admittedly taken with a small sample size and low response rate; and is fraught with 
uncertainties, inconsistencies and weighting errors, making it unfeasible and ill-advised 
to rely upon for presenting any conclusive calculations or impacts. 

Inquiries which critically must be, yet have not been proficiently or accurately addressed 
in the Final Report, include the amount of income the State would in fact receive as a 
result of the proposed legislation,3 especially given the likelihood that REIT investment 
in Hawaii will in turn decline (i.e., whether the proposed measure is fiscally reasonable 
and sound); and whether it would be possible to replace the billions of dollars in 
investments currently being made by REITs should they elect to do business elsewhere 
if this proposed legislation is passed. 

Given the inadequacy, inaccuracy and unreliability of the tenuous findings contained in 
the Interim and Final Reports, as well as the complete failure of said Reports to come to 
any meaningful and valid conclusions required to be made pursuant to Act 239, it 
should be brought to this Committee’s attention that another study on the economic 
impacts of REITs in Hawaii dated December 2015, was prepared by economic expert 
Paul H. Brewbaker, PhD., CBE for the National Association of Real Estate Investment 
Trusts (the “Brewbaker Study”).4  The Brewbaker Study concludes that the repeal of the 
dividend paid deduction (DPD) for REITs in Hawaii would likely result in a net revenue 
loss to the State due to a number and combination of negative consequences which 
would be experienced by the local economy. 

In view of the inconsistency between findings contained in the Final Report and the 
Brewbaker Study, LURF believes it would be irresponsible for this Committee to 
consider, let alone support HB 475, HD1 which may potentially stifle, if not reverse the 
current growth of the State’s economy, in reliance solely upon the untenable findings of 
the Final Report, and must respectfully urge this Committee to at the very least, conduct 
                                                           
1 Department of Business, Economic Development & Tourism Research and Economic Analysis Division. 
Real Estate Investment Trusts in Hawaii: Preliminary Data and Analysis - Interim Report.  December 
2015.   

2 Department of Business, Economic Development & Tourism Research and Economic Analysis Division. 

Real Estate Investment Trusts in Hawaii: Analysis and Survey Results.  September 2016.   

3 LURF understands that even the State DOTAX does not know how much tax income the government 
might receive as a result of the proposed legislation. 

4 Paul H. Brewbaker, Ph.D., CBE. Economic Impacts of Real Estate Investment Trusts in Hawaii.  
December 2015. 
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an independent investigation and analysis of all the available facts and information 
relating to the disallowance of the DPD, and the potential financial and economic 
consequences thereof, prior to making any decision on this bill. 

In view of the inability of the Final Report to conclusively support the validity of this 
measure, LURF must oppose HB 475, HD1 based on the following reasons and 
considerations: 
 
1. The “Double-Tax” Resulting from this Proposed Measure is Contrary to 

the Underlying Intent of REITs. 
 

REITs are corporations or business trusts which were created by Congress in 1960 to 
allow small investors, including average, every day citizens, to invest in income-
producing real estate.  Pursuant to current federal and state income tax laws, REITs are 
allowed a DPD resulting in the dividend being taxed a single time, at the recipient level, 
and not to the paying entity.  Most other corporations are subject to a double layer of 
taxation – on the income earned by the corporation and on the dividend income 
received by the recipient.   

Proponents of this measure attempting to eliminate the DPD, however, appear to ignore 
that the deduction at issue comes at a price.  REITs are granted the DPD for good reason 
- they are required under federal tax law to be widely held and to distribute at least 90% 
of their taxable income to shareholders,5 and must also comply with other requirements 
imposed to ensure their focus on real estate.  In short, REITs earn the DPD as they must 
comply with asset, income, compliance and distribution requirements not imposed on 
other real estate companies. 

According to the Brewbaker Study, repealing the DPD for REITs would subject Hawaii 
shareholders to double taxation and may reduce future construction and investment by 
REITs locally, thereby resulting in revenue loss to the State.6  Moreover, replacement 
investor groups may likely be tax-exempt institutions such as pension plans and 
foundations which would generate even less in taxes from their real estate investments.7 

2. HB 475, HD1 is Contrary to the Tax Treatment of REITs Pursuant to 
Current Federal Income Tax Rules and Laws of Other States with an 
Income-Based Tax System. 

 
HB 475, HD1 would enact serious policy change that would create disparity between 
current Hawaii, federal, and most other states’ laws with respect to the taxation of REIT 
income.    

                                                           
5 The State of Hawaii thus benefits from taxes it collects on dividend distributions made to Hawaii 
residents. 

6 Brewbaker Study at pp. 1, 32, 38. 

7 Id. 
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The laws of practically every state with an income-based tax system now allow REITs a 
deduction for dividends paid to shareholders.  Hawaii, as well as other states which 
impose income taxes currently tax REIT income just once on the shareholder level (not 
on the entity level), based on the residence of the shareholder that receives the REIT 
dividends and not on the location of the REIT or its projects.   

By now proposing to double tax the REITs that do business in Hawaii as well as their 
shareholders, HB 475, HD1 would upset the uniformity of state taxation principles as 
applied between states.  Other states which have similarly explored the possibility of 
such a double tax over the past years have rejected the disallowance of the DPD for 
widely held REITs.  

3.   Hawaii REITs Significantly Contribute to and Benefit the Local 
 Economy. 

Elimination of the DPD would result in a double taxation of income for Hawaii REITs 
which would certainly mitigate, if not extinguish interest and incentive in investing in 
Hawaii-based REITs, which currently contribute significantly to Hawaii’s economy.   

Results from the Final Report indicate that even as of September 2016, approximately 
42 REITs operating in Hawaii reportedly held assets in the amount of an estimated $7.8 
billion at cost basis8, which has resulted in substantial economic activity in local 
industries including construction, retail, resort, healthcare and personal services, as well 
as employment for many Hawaii residents, and considerable tax revenues for the state 
and city governments.  Such tax revenues include State General Excise Tax (GET) on 
rents and retail sale of goods, business income tax on profits made by tenants, income 
tax from employment of Hawaii residents, and millions of dollars in property taxes.   
 
Proponents of this bill should be mindful that significant economic growth experienced 
in this State over the past years, and which is expected to continue in the future, is 
undoubtedly attributable in part to REIT investment in Hawaii.  Outrigger Enterprises 
partnered with REIT American Assets Trust to successfully develop the Waikiki Beach 
Walk.  General Growth’ Properties’ expansion and renovation of the Ala Moana 
Shopping Center, as well as its partnering with Honolulu-based, local companies (The 
MacNaughton Group, The Kobayashi Group and BlackSand Capital) to develop the Park 
Lane residential condominium project is another example.  The capital invested in that 
project to construct additional retail space and luxury residences will reportedly exceed 
$1 billion, and the development will have created an estimated 11,600 full- and part-
time jobs and over $146 million of state revenue.  Taubman Centers, Inc., another REIT, 
also partnered with CoastWood Capital Group, LLC to revitalize Waikiki through the 
redevelopment of the International Market Place at a cost of approximately $400 
million.   
 

                                                           
8 Final Report at pages 3, 15-16. 
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REIT projects have helped to support Hawaii’s construction industry immensely9 by 
providing thousands of jobs, and continue to significantly contribute to the local 
economy through development of more affordable housing (more than 2,000 rental 
housing units for Hawaii’s families, such as the Moanalua Hillside expansion of more 
affordable housing rentals), student housing near the University of Hawaii, health care 
facilities, offices, shopping centers (Ala Moana Center addition; Pearlridge Center 
renovations; Ka Makana Ali’i), and hotels.    
 
Despite claims made by detractors, the multibillion-dollar investments and 
contributions to Hawaii’s economy made by REITs may not be so easily generated 
through other means or resources.  Attracting and obtaining in-state capital for large 
projects is very difficult.  The State should also be concerned with the types of entities 
willing and able to invest in Hawaii and should be wary of private investors looking only 
to make quick gains when the market is booming.  Because federal regulations preclude 
REITs from “flipping” properties, REITs are by law, long-term investors which help to 
stabilize commercial real estate prices, and which are also likely to become a part of the 
local community.   
 
4. The Disallowance of the DPD Proposed by this Bill will Unfairly Affect 

REITs and the Small Investors Which Have Already Made Substantial 
Investments in Hawaii. 

 
Disallowance of the DPD and resulting increased taxation of REITs is expected to reduce 
investment returns as well as dividend payments to shareholders, which will no doubt 
have a significant negative effect on future investment by REITs in Hawaii. 
 
Proponents of this bill attempt to minimize the negative consequences of disallowing the 
DPD by claiming that very few Hawaii taxpayers invest in REITs with property in 
Hawaii, however, LURF understands that in 2014 over 9,000 Hawaii investors had 
investments in over 70 public, non-listed REITs and received almost $30 million in 
distributions, and that tens of thousands more directly or indirectly own shares in stock 
exchange-listed REITs. 

Supporters of this measure also ignore the fact that tax law changes proposed by HB 
475, HD1 will unfairly impact those publicly traded REITs which have already made 
substantial investments in Hawaii and have contributed greatly to the State’s economy 
in reliance on the DPD, which, as discussed above, is considered a fundamental 
principle of taxation applicable to REITs.  

If passed, this measure would strongly discourage future investment by REITs in 
Hawaii, which would ultimately impact jobs, reduce tax revenue and result in significant 
consequences for the State’s future economy. 

Conclusion.  LURF’s position is that the findings of the Final Report which have not 
been updated or amended since issuance, have failed to credibly present any material 

                                                           
9 In the past five years, REIT-related construction activity alone is estimated to have generated $3 billion 
in Hawaii GDP. 
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facts or circumstances to prove that this proposed legislation is in fact necessary, or that 
the State’s economy will significantly improve as a result of taking the action proposed.  
The intent and application of HB 475, HD1 thus arguably remain unreasonable, 
unwarranted, and exceedingly anti-business.  

Act 239, SLH 2015 was specifically enacted by the State Legislature to validate the 
alleged purpose of disallowing the DPD.  The results of the Final Report are thus 
considered vital to confirm the need for this type of measure.  Therefore, based on the 
inability of said Report to convincingly and conclusively determine that the State’s 
economy will be negatively impacted as a result of the action proposed, or that this 
proposed legislation is otherwise warranted, and given that an unjustifiable change of a 
universal tax rule in place since 1960 could significantly reduce the availability of capital 
in this State, as well as result in other negative economic repercussions, LURF must 
strongly oppose HB 475, HD1, and respectfully requests that this bill be held in 
this Committee. 
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Diane S. Martinson Faith Action Support No 

 
 
Comments:  

I am writing in support of HB475 HD1.  REIT developments benefit from generous 
federal tax exemptions and Hawai`i’s low property taxes.  Their business is generated 
from Hawai`i residents and visitors.  This bill will improve their contribution to being 
responsible community members by requiring that they pay their fair share of taxes—tax 
revenue that can be used to address critical needs within this state.  Please pass 
SB301 and eliminate the corporate income tax exemption on dividends paid out by 
REITs.  Thank you for the opportunity to provide testimony in support HB475 HD1. 
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Galen Fox FAITH ACTION Support No 

 
 
Comments:  

AMEND AND PASS HB475, HD1. 

It makes no sense for the State to forego $60 million a year in corporate income taxes 
that every other business operating in HI must pay. We need the money to build 
affordable rental housing, and HB475 should be amended to send tax collections from 
real estate investment trusts (REITS) to the rental housing revolving fund. There is a 
nexus between "real estate investment" and HI's affordable housing need. (HD 1 oddly 
sends 10% of the collections to DBEDT for "economic development".) 
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Date: February 9, 2019 
To:  Representative Roy M. Takumi, Chair, Representative Linda Ichiyama,  

Vice-Chair, and members of the Committee on Consumer Protection and  
Commerce 

From: Brent Kakesako, Hawai‘i Alliance for Community-Based Economic 
 Development (HACBED) 
Re: Strong Support for HB475 HD1 
 
Aloha Chair Takumi, Vice-Chair Ichiyama, and Committee Members, 
 
The Hawai‘i Alliance for Community-Based Economic Development (HACBED) 
strongly supports HB475 HD1, which disallows the dividends paid deduction for 
real estate investment trusts (REITs). 
 
HACBED was established in 1992 as a nonprofit statewide intermediary to 
address social, economic, and environmental justice concerns through 
community-based economic development.  It advances its mission with core 
competencies in the areas of community and organizational capacity building, 
community and economic development planning, and asset policy development 
and advocacy. In providing technical assistance to grassroots community-based 
organizations, HACBED sees so much potential in how these organizations 
provide opportunities for place-based economic development. Many of these 
organizations carry out a wide range of environmental and cultural restoration 
activities as well as development of our youth and workforce in a way that is 
grounded in the cultures and values of Hawai‘i. As such, eliminating the dividends 
paid deduction for REITs and directing at least 10% of that revenue to economic 
development grant programs, particularly as tied to place-based community 
organizations, would be of great benefit to the entire state and could also be seen 
as a way for REITs to truly invest in this place where they are already seeing many 
economic benefits. 
 

In addition, HACBED played a facilitating role in the State Asset Policy Task Force and was a key contributor 
to the State Asset Policy Road Map. Currently, the 2015 State Housing Demand Study made it clear that 75% of 
the housing needed by 2026 must be for households earning $75,000 annually or less. Funds from eliminating 
the dividends paid to REITs should also be used to support the development of truly affordable living 
opportunities for families to be able to live here – again another way for REITs to reinvest in Hawai‘i.  
 
The passage of HB475 HD1 is an opportunity to recapture needed capital, and hopefully work with REITs to 
invest in place-based economic development and affordable housing development for families work and live in 
this place – Hawai‘i. 
 
Mahalo for this opportunity to testify, 
 
Brent N. Kakesako 
Executive Director 
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Comments:  

Our organization supports HB475, HD1 with amendments to include language that 
dedicates a portion of retained taxes from REITs toward the Rental Housing Revolving 
Fund, Dwelling Unit Revolving Fund, and the new, Homeownership Housing Revolving 
Fund.  The bill was amended in the last committee to dedicate 10% of retained taxes to 
economic development.  As we continue to face a housing affordability crisis, in 
particular for local households earning $75,000 annually or less, we must utilize these 
retained taxes for the building and preservation of affordable housing units. 
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TO: Representative Roy M. Takumi, Chair   
       Committee on Consumer Protection & Commerce 
 
FROM: Evelyn Aczon Hao, President of Faith Action for Community Equity 
 
Tuesday, February 12, 2019 
 
Support for HB475 HD1 RELATING TO TAXATION OF REAL ESTATE INVESTMENT 
TRUSTS 
---------------------------------------------------------------------------------------------------- 
 
Good morning, Chair Takumi, Vice-Chair Ichiyama and committee members. 
 
I am Evelyn Aczon Hao, President of Faith Action for Community Equity. 
  
Faith Action for Community Equity (formerly FACE) is a 23-year-old grassroots, 
interfaith organization that includes 18 congregations and temples, a union, health 
center, housing association and 3 advocacy organizations on Oahu.  Faith Action is 
driven by a deep spiritual commitment to improve the quality of life for our members 
and all people of Hawaii.  We strive to address issues of social justice at all levels of 
government. 
 
Our legislative focus aims to get more resources for truly affordable housing in Hawaii.  
Sadly, affordable housing/thus a stable home is still an impossible dream for so many 
of our residents.  The high cost of housing is burdening the middle class and crushing 
the poor. 
 
I don’t know of any holy writing, no moral or ethical teachings that promote or defend 
what we have somehow allowed to happen—that is, to effectively shut people out of 
affordable housing.  
 
Why is Faith Action so dedicated to finding ways to increase housing stock for all?  
 
Home is the center of life.  Making housing affordable so that people can begin to build 
a home for themselves and their children is a moral responsibility for those who have 
the power to help make it so.   
 
It is a moral responsibility because affordability leads to stability.  Stability leads to 
community.  Community leads to a place that can be truly called “home” where people 
can hope, contribute, and thrive.  

 
   My experience as a school principal at Kuhio Elementary in Moiliili made so clear to me 
   how important stable housing is.  Eighty percent of our students qualified for free or  
   reduced cost lunch which means family income was below the poverty line.  Also, 51  
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   percent were English language learners.  In fact, 21 languages were represented  
   among our families.  The DOE requires that schools meet statewide adequate yearly  
   progress in statewide reading and math tests.  Because of our innovative curriculum  
   and hard-working teachers and students, our students met and even exceeded   
   adequate yearly progress for seven straight years.  Then one year, our scores dropped  
   precipitously.  We were shocked and could not figure out what went wrong.  Later, we  
   found out that during the second semester of that school year, our families had been  
   slowly evicted from their substandard apartments which they shared with relatives.  
   When students and their families were evicted from their apartments, they lost their  
   stability.  Their solid ground, as humble as it was, was gone.  Besides suffering   
   academically, how else did my students suffer? 
 
        Faith Action’s HousingNow! task force has been a consistent and diligent force in  
   striving to make affordable housing a reality for all Hawaii’s residents.  Making this    
   happen is complicated; it requires creativity, persistence, and money.  
 
      HB475 HD1 can help to make this happen.  The number of Hawaii commercial real  
   estate owned by Real Estate Investment Trusts (REITs) is increasing, and because  
   REITs do not currently pay Hawaii income tax, everyone else loses.  Over 99% of their  
   investors live and pay tax out of State and so REITs and almost all their investors are  
   not contributing income tax to the support of Hawaii’s economy on which their Hawaii  
   investments depend on. 
 
   It makes no sense for the State to forego $60 million a year in corporate income taxes  
   that every other business operating in Hawaii must pay.  We need the money to build  
   affordable rental housing, and HB475 HD1 should be amended to send tax collections  
   from real estate investment trusts (REITs) to the rental housing revolving fund. There is 
   a nexus between "real estate investment" and Hawaii's affordable housing need.  
 
   Thank you for this opportunity to testify. 
 
 
   Evelyn Aczon Hao 
   President 
   Faith Action for Community Equity 
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Thank you for the opportunity to submit this testimony in opposition to H.B. 475 H.D.1 on behalf of Host 
Hotels & Resorts, Inc. (Host). Host is the largest lodging real estate investment trust (REIT) and one of 
the largest owners of luxury and upper-upscale hotels. The Company is headquartered in Bethesda, 
Maryland and is traded on the New York Stock Exchange. Host owns approximately 90 hotels throughout 
the US, Canada and Brazil, including four in Hawaii. Host strongly opposes, and asks you to hold, H.B. 
475 H.D.1.  
 
Host agrees with the discussion points included in the testimony of NAREIT in opposition to H.B. 475 
H.D.1 regarding how the legislation would lose revenue on a net basis and how the bill would cause 
REITs to invest more in other states since such states do not have such anti-REIT provisions.  
 
In addition, Host would like to emphasize that the federal tax law requirements of a hotel REIT like Host 
leads to the doubling or tripling of the general excise tax (GET) as compared with non-REIT hotel 
owners.  
 
REITs are subject to federal tax law requirements that do not apply to other types of property owners. As 
relevant here, at least 75% of a REIT’s annual gross income must consist of “rents”. Hotel room charges 
are not considered as “rents”. As a result, federal tax law requires hotel REITs to: 
 

 Lease their hotels to a third party or to a taxable subsidiary, and  
  If leased to a taxable subsidiary, the subsidiary must hire an independent operator to manage the 

hotel.  
 

Again, these requirements do not apply to non-REIT hotel owners.  
 
Hawaii imposes GET not only on the room charges and other hotel operating income earned by the hotel, 
but also on the rent received from the taxable subsidiary and on the management fee paid to the operator. 
Again, this additional GET is not imposed on a non-REIT hotel owner. As a result, GET is imposed on at 
least three levels of income of a hotel REIT: the room charges and other operating income, the rent 
received from the taxable subsidiary, and the management fee paid to the hotel operator. 
 
For example, Host leases its four Hawai‘i hotels, the Fairmont Kea Lani on Maui, the Hyatt Regency 
Maui Resort & Spa, the Andaz Maui, and the Hyatt Place Waikiki Beach to a taxable subsidiary, and the 
taxable subsidiary hires independent operators (Fairmont and Hyatt) to operate the hotels. Both the 
subsidiary rents and the operator fees have resulted in an additional annual GET of approximately $5-
$6 million to Hawaii for each of 2017 and 2018 that would not have been assessed if the same entity was 
the owner and the operator. Because the GET is a gross receipts, rather than a net income, tax, it is a 
much more reliable source of revenues for the State. It also is a much greater source of revenues to the 
State than the corporate income tax. The enactment of H.B. 475 H.D.1 immediately would risk 
elimination of this extremely valuable source of GET revenues to the State.  
 
Because of these unique requirements applicable to hotel REITs, the State received more than $16 million 
of GET in 2018 alone from hotel REITs in Hawai‘i that non-REIT hotel owners do not incur. Yet the 
proponents of H.B. 475 H.D.1 claim that we operate tax-free in Hawaii! 
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Why operate this way if it results in more aggregate tax than a non-REIT hotel owner-operator? Because 
owning and operating the hotels require different expertise and separating the hotel ownership from the 
hotel operations creates more value both for the investors in the REIT and the investors in the hotel 
operator. As an additional benefit, it also creates million of dollars of revenues to, and many jobs, in, this 
State. It’s a win-win situation, all of which immediately could be jeopardized by the enactment of H.B. 
475 H.D.1. Accordingly, Host respectfully asks the Committee to hold H.B. 475 H.D.1. 
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To: Representative Roy Takumi, Chair 
Representative Linda Ichiyama, Vice Chair 
House Committee on Consumer Protection

From: Laura Nevitt, Director of Public Policy

Re: 

Hawaii Children’s Action Network 

S.B. 475– RELATING TO TAXATION OF REAL ESTATE INVESTMENT TRUSTS 
Hawaii State Capitol, Room 329 , February 12, 2019, 2:00 PM

HCAN is committed to improving lives and being a strong voice advocating for Hawai‘i’s children. We write in support of S.B. 
475 which disallows dividends paid deduction for real estate investment trusts. (HB475 HD1)

REITs operating in Hawai‘i need to pay their fair share of state taxes.

As part of our community, they need to do their part in supporting our community. REITs already receive generous federal tax 
exemptions and benefit from Hawai‘i’s low property tax. They can operate and thrive in Hawai‘i while still being a responsible 
community member and paying their share of the taxes needed build a strong Hawai‘i for everyone. 

• REITs own approximately $17 billion worth of Hawaii real estate and earn about $1 billion in profits every year.

• Hawaii loses an estimated $60 million in potential tax revenue every year due to the REITs tax loophole.

• The income generated by Hawaii REITs should be taxed so they help support the communities in which they operate.

• Every other individual and corporation doing business in Hawaii is subject to state income tax.

• If the REITs pay their fair share of taxes, then that can reduce the tax burden on the rest of us.

• Examples of REIT-owned properties across Hawaii include: International Marketplace, Pearlridge Shopping Center, Hilton 
Hawaiian Village,  Ala Moana Center, most of Mapunapuna, and many more.

• As part of our community, REITs need to do their part in supporting our community.

• REITs already receive generous federal tax exemptions and benefit from Hawaii’s low property tax.

• REITs can operate and thrive in Hawaii while still paying their share of the taxes needed build a strong Hawaii for 
everyone.

• REIT shareholders pay individual income tax on REIT dividends, but most shareholders of REITs operating in Hawaii are 
not Hawaii residents and do not pay Hawai‘i state income taxes.

For these reasons, HCAN respectfully requests that the committee pass S.B. 475 

HCAN is committed to building a unified voice advocating for Hawaii’s children by improving their safety, health, and education.  
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Dear Chair Takumi, Vice Chair Ichiyama, and members of the Committee on Consumer Protection & 

Commerce: 

 

Thank you for the opportunity to testify in STRONG SUPPORT of HB 475 HD1, which would 

eliminate the corporate tax exemption for REITs. Right now, income produced on Hawai‘i REIT 

property is escaping Hawai‘i income tax. Typically, individuals and corporations in Hawai‘i that 

generate income off Hawai‘i real estate are paying state income tax. REITs should be no 

exception. Eliminating the exemption would generate an estimated $60 million in tax revenue to 

fund the infrastructure, projects and programs our that community, and even REITs themselves, 

depend on.  

 

A Real Estate Investment Trust or “REIT,” is a corporation that owns income-producing real 

estate, like hotels and shopping malls. Like a mutual fund for real estate, people can purchase 

shares in a REIT to get a portion of the income it generates. REIT’s have been granted a special 

tax status that exempts them from paying corporate income tax on the dividends paid to its 

shareholders.  

 

REITs suggest that the exemption is appropriate because REIT shareholders pay income tax. 

However, while REITs own approximately $17 billion worth of real estate in Hawai‘i—more 

than any other state on a per capita basis—we have relatively few residents who are REIT 

shareholders, ranking 40th in the nation for the number of REIT shareholders as a percentage of 

the population. That means that a lot of REIT money is going out of our state, and only a little is 

remaining in. An estimated $1 billion in profits is created in Hawai‘i on Hawai‘i REIT property, 

and a significant portion of it is escaping Hawai‘i income tax.  

 

REITs can still operate and thrive in Hawai‘i, even if required to pay their share of taxes needed 

to build a strong Hawai‘i for everyone. If the Hawai‘i state corporate income tax exemption were 

eliminated, REITs would still receive generous federal tax exemptions, and they would continue 

to benefit from Hawai‘i’s extraordinarily low property tax rate. HB 475 would ensure that REITs 

start paying their fair share of Hawai‘i income taxes to help support the communities in which 

they operate.  

 

Mahalo for your consideration of this testimony. 



L E G I S L A T I V E    T A X    B I L L    S E R V I C E 

TAX FOUNDATION OF HAWAII 
126 Queen Street, Suite 304  Honolulu, Hawaii 96813  Tel.  536-4587 

 
 
SUBJECT:  INCOME, Disallow REIT Deduction for Dividends Paid  

BILL NUMBER:  HB 475, HD-1 

INTRODUCED BY:  House Committee on Economic Development & Business 

EXECUTIVE SUMMARY:  This bill would disallow the dividends paid deduction that real 
estate investment trusts, or REITs, now enjoy.  The numerous REITs who now own and manage 
Hawaii real estate would be taxed like any other corporation doing business in Hawaii.  HD-1 
earmarks 10% of the revenue generated to be used by DBEDT to fund economic development; 
earmarks generally reduce transparency and accountability and should be avoided. 

SYNOPSIS:  Amends HRS section 235-2.3(b) to provide that section 857(b)(2)(B) (with respect 
to the dividends paid deduction for real estate investment trusts) shall not be operative for 
Hawaii income tax purposes. 

Amends HRS section 235-71(d) to provide that for tax years beginning after December 31, 2019, 
no deduction for dividends paid shall be allowed for REITs for Hawaii income tax purposes.  
Also provides that 10% of the revenue generated shall be used by DBEDT to fund economic 
development in the State. 

EFFECTIVE DATE:  Taxable years beginning after December 31, 2019. 

STAFF COMMENTS:  Currently under federal and state income tax law, a real estate 
investment trust (REIT) is allowed a dividend paid deduction, unlike most other corporations, 
resulting in that dividend being taxed once, to the recipient, rather than to the paying corporation.  
The proposed measure would make that section of the IRC inoperative for Hawaii income tax 
purposes for tax years beginning after 12/31/19, meaning that REITs would be subject to double 
taxation like other corporations. 

All state income tax systems in the United States, including ours, have a set of rules that are used 
to figure out which state has the primary right to tax income.  For example, most tax systems say 
that rent from real property is sourced at the location of the property, so if a couple in Florida 
rents out a property they own on Maui they can expect to pay our GET and our net income tax on 
that rent.  These sourcing rules, which do vary by state but are relatively consistent across state 
lines, are there to assure consistent and fair treatment between states. 

Sourcing rules, however, can yield strange results.  Here, there is a Hawaii Supreme Court case 
saying that when real property is sold on the installment basis under an “agreement of sale,” 
where the seller remains on title until the price is paid (although the buyer can live in the house), 
then the interest on the deferred payments is Hawaii source income and is subject to our net 
income tax and our GET.  There is also a Hawaii Tax Appeal Court case holding that when the 
seller instead finances the deal by taking a purchase money mortgage on the property, and does 
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not remain on title, then the mortgage interest is sourced to the residence of the seller, who in 
that case did not live in Hawaii.  In the second case the court applied the rule for income from 
intangibles such as interest, royalties, and dividends, which says that income is sourced to the 
residence of the recipient unless you can connect it with some active business that the recipient is 
conducting somewhere else. 

Real estate investment trusts (REITs) are source shifters.  For income tax purposes, they take in 
rent income, which is sourced to the location of the property being rented.  They don’t pay 
income tax on that income as long as they distribute the money to their shareholders as 
dividends.  The dividend income of their shareholders, on the other hand, is generally sourced to 
the residence of the shareholders.  So, the income that the property states expected to tax is 
instead taxed in the states in which the shareholders live.  And, to the extent that REIT shares are 
held by tax-exempt entities such as labor unions and retirement funds, passive income such as 
dividends may not be taxed at all.  Source shifting is an issue specific to state taxation. 

Apparently, the evil sought to be addressed by the bill is that (1) REITs are very visible in 
Hawaii, but do not get taxed because of the deduction allowed for dividends paid, while (2) 
many REIT owners who receive the dividend income are either (a) outside of Hawaii and don’t 
get taxed either because they are outside of Hawaii, or (b) are exempt organizations that 
normally are not taxed on their dividend income.  Normally we like to have our income tax law 
conform to the Internal Revenue Code to make it easier for people and companies to comply 
with it, but our legislature has departed from conformity when there’s a good reason to do so 
(such as if it is costing us too much money).  The issue is whether such a good reason exists here. 

REITs do pay general excise and property taxes on rents received and property owned – as do 
the rest of us who are fortunate enough to have rental income or property to our name. 

HD-1 added an earmark on the revenues generated.  As with any earmarking of revenues, the 
legislature will be preapproving each of the initiatives fed by the tax earmark, so expenses from 
the funds largely avoid legislative scrutiny, and the effectiveness of the programs funded 
becomes harder to ascertain. It is also difficult to determine whether too little or too much 
revenue has been diverted from other priorities in the state budget. 

If the legislature deems the programs and purposes funded by this special fund to be a high 
priority, then it should maintain the accountability for these funds by appropriating the funds as it 
does with other programs. Earmarking revenues merely absolves elected officials from setting 
priorities. If the money were appropriated, lawmakers would have to evaluate the real or actual 
needs of each program. 

Digested 2/10/2019 
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February 11, 2019

Representative Roy M. Takumi, Chair
Representative Linda Ichiyama, Vice Chair
Members of the House Committee on Consumer
Protection & Commerce

Thirtieth Legislature
Regular Session of 2019

RE: HB 475, HD1 – RELATING TO TAXATION OF REAL ESTATE
INVESTMENT TRUSTS
Hearing date – February 12, 2019 at 2:00 pm

Aloha Chair Takumi, Vice Chair Ichiyama and members of the committee,

Thank you for allowing NAIOP Hawaii to submit testimony in
OPPOSITION to HB 475, HD1 – Relating to Taxation of Real Estate Investment
Trusts. NAIOP Hawaii is the Hawaii chapter of the nation’s leading organization
for office, industrial, retail, residential and mixed-use real estate. NAIOP Hawaii
has over 200 members in the State including local developers, owners, investors,
asset managers, lenders and other professionals.

Over the past few years, REIT investment has resulted in several billion
dollars of construction activity, creating thousands of local jobs, both construction
and permanent, and helping our community maintain a strong economy.

REITs have continued to contribute to our community by investing in
affordable housing, retail, healthcare, office buildings and other commercial
projects that will serve our community and local families for decades to come.

HB 475, HD1 would disallow the dividends paid deduction for REITs.
Hawaii is already among the most heavily taxed states in the entire country which
stifles economic growth, and HB 475, HD1 would make Hawaii one of only two
states to disallow the dividends paid deduction. This change would create
additional barriers to do business in our state and would negatively impact the
level of interest in future investment in Hawaii and put jobs and revenues at risk.
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Simply put, the bill will not provide the tax benefit assumed, but increase
even further, the cost of doing business in this state. Accordingly, we respectfully
urge you to defer HB 475, HD1.

Mahalo for your consideration,

Scott Settle, Director
NAIOP Hawaii



February 9, 2019 

Representative Roy Takumi, Chair 

Representative Linda Ichiyama, Vice Chair 

House Committee on Consumer Protection & Commerce 

RE:  HB 475 HD1 Relating to Taxation of Real Estate Investment Trusts – In Opposition 

         Tuesday, February 12, 2019; 2:00 PM; Conference room 329 

Aloha Chair Takumi, Vice Chair Ichiyama and Members of the Committee: 

On behalf of Douglas Emmett, Inc. (“Douglas Emmett”), we appreciate this opportunity to 

present testimony expressing concerns on HB 475 HD1, which disallows a dividends-paid 

deduction for real estate investment trusts (“REITs”). 

Douglas Emmett has been investing in Oahu for over fifteen years.  We currently own 

approximately 1,800 workforce rental apartment units and have almost completed new 

construction of 475 workforce rental units at the Moanalua Hillside Apartments.  We also own 

three large office properties in downtown Honolulu, including Bishop Square, Bishop Place and 

Harbor Court.   

Douglas Emmett has been an active member of the local communities, most recently sponsoring 

the Prince Lot Hula Festival, which is organized by the Moanalua Gardens Foundation, and 

Bishop Museum’s Annual Dinner.  We are also large regular donors to the Boys & Girls Club of 

Hawai’i, and were one of the largest donors to The Shelter (First Assembly’s initiative to provide 

transitional housing to homeless people that looks like igloos). Our CEO, an active 

environmentalist, also co-founded Waiwai Ola Waterkeepers Hawai’ian Islands. 

HB 475 HD1 will unfairly negatively impact those that invest in real estate through REITs, 

including Hawai’i residents and Hawai’i pension funds, because they will be subject to double 

taxation (the REIT will pay tax on its income and then the individual will pay tax again on his or 

her distributions from the REIT).   

With the exception of corporations, most companies and partnerships are subject to a single tax.  

Historically, real estate was held in one of these single tax entities and was owned by a small 

number of wealthy individuals.  Larger properties were owned by tax exempt entities.  

REITs were introduced to create a single tax structure for individuals to invest in real estate in 

order to “level the playing field” for small investors.  Anyone can now buy a share of Douglas 
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Emmett and own a “piece” of the REIT’s buildings.  Those individuals are treated similarly to 

other institutional investors and wealthy individuals who invest through partnerships and limited 

liability companies (which do not subject them to “double tax”).   

Although the dividends are deducted at the REIT level to avoid double taxation, REITs – just 

like any other property owner in Hawai’i – are required to pay all other taxes associated with 

their real estate holdings, including real property taxes, occupancy taxes, and general excise 

taxes.   

By imposing a double tax on REITs, Hawai’i will be at a competitive disadvantage compared to 

other states for one of the best sources of capital to build workforce housing and improve our 

communities.  Presumably, over time, the real estate would transfer back to single tax entities 

that are dominated by tax exempt entities with large sums to make direct investments, such as 

endowments, foundations and pension funds.  These investors pay no state income tax.  

As a stakeholder in Hawai’i, Douglas Emmett believes HB 475 HD1 will eliminate an important 

source of capital that generates substantial local economic activity.  Inasmuch as HB 475 HD1 

appears to be outside of the best interest of the residents of Hawai’i and the objectives of the 

State to encourage the investment into, and growth of, Hawai’i’s economy, we respectfully ask 

that you defer HB 475 HD1. 

Respectfully, 

Kevin Crummy Michele Aronson 

Chief Investment Officer Senior Vice President 
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HB 475, HD1, RELATING TO TAXATION OF REAL ESTATE INVESTMENT TRUSTS 
 
FEBRUARY 12,  2019 ·  HOUSE CONSUMER 
PROTECTION AND COMMERCE COMMITTEE ·  
CHAIR REP.  ROY M.  TAKUMI 

POSITION: Support. 

RATIONALE: IMUAlliance supports HB 475, HD 1, relating to taxation of real estate investment 

trusts, which disallows the dividends paid deduction for real estate investment trusts. A REIT, 

notably, is a corporation that owns income-producing real estate, like hotels and shopping malls, 

in which individuals may purchase shares to earn a portion of the income generated.  

Under state taxation law, REIT’s are currently afforded an exemption from paying corporate 

income taxes on dividends paid to shareholders. REIT shareholders, however, pay federal and 

state income taxes on their earnings from the REIT in which they have invested. Unfortunately, 

since most shareholders of Hawai‘i REITs don’t live in the Aloha State, they pay income taxes in 

other locations. Thus, income generated by Hawai‘i property is getting taxed elsewhere, sending 

sorely needed tax dollars for local schools, infrastructure, climate change mitigation, human and 

social services, and affordable housing outside of our shores.   

Eliminating REIT dividend deductions will uplift Hawai’i’s people. Over 30 REITs operate in 

Hawai‘i, the most prominent of which is Alexander and Baldwin. Collectively, Hawai’i REITs own 

roughly $17 billion worth of real estate and produce almost $1 billion in dividend income exempt 

from the corporate income tax, amounting to over $50 million in lost tax revenue–a number that 

will only increase over time, as real estate values continue to soar.  
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Thank you for the opportunity to submit this testimony on behalf of the Hawai‘i members of Nareit. 
Nareit is the worldwide representative voice for real estate investment trusts—REITs—and publicly 
traded real estate companies with an interest in U.S. real estate and capital markets. These REITs, 
which have substantial long-term investments in Hawai‘i, strongly oppose, and ask you to hold, H.B. 
475 HD 1, legislation that would eliminate the “dividends paid deduction” (DPD) for all widely-held 
REITs contrary to federal income tax rules and the existing laws of virtually every other state with an 
income-based tax system, for the reasons discussed below.  
 
In summary, HB 475 HD 1 would: 1) produce less net tax revenues (taking into account the GET as 
the predominant source of revenue in Hawai’i) than current law; 2) cause capital markets to invest 
less in the State, which in turn would create fewer jobs over the long-term; and, 3) violate core comity 
principles in relationship to other states and their citizens. Further, if the legislature wanted to enact 
true tax conformity between REITs and partnerships/LLCs, HB 475 HD 1 should be broadened to 
impose on partnerships/LLCs the same burdens that would apply to REITs, namely that 
partnerships/LLCs would be required to annually distribute all their earnings to investors, and an 
entity-level tax would be applied to the partnership/LLC’s earnings. Of course, this solution could be 
expected to be met with fierce opposition by the investment community.  
 
Many Hawai‘i residents may not even realize that they benefit from REITs either through mutual funds 
or their pension or retirement accounts. Nareit analysis of data from 2016 Federal Reserve Board 
Survey of Consumer Finances (SCF), the Employment Benefit Research Institute data on 401(k) 
equity allocations (EBRI), Census population and household counts, and Morningstar Direct data, 
indicate that about 44% of Hawaii households own REIT stock directly and/or through mutual funds or 
certain retirement accounts (See attached chart comparing REIT ownership by Hawai’i households to 
that in other states.). There are more than 200 publicly traded REITs, and only about 30 REITs with 
Hawai‘i properties. As a result, a significant portion of REIT ownership most likely relates to REITs 
with properties outside of Hawai‘i.  
 
HB 475 HD 1 Would Produce Less Revenue Than Current Law 
 
Because of unique requirements applicable to REITs, the State received more than $16 million 
in annual General Excise Tax (GET) in 2018 alone just from hotel REITs in Hawai‘i that non-
REIT hotel owners wouldn’t owe. Federal law requires that REITs must earn most of their income 
from “rent” and similar real estate income. For this purpose, hotel room charges and other 
operating/service-related income are not “rent”. Unlike other owner-operators, REITs with operating 
properties like hotels, hospitals, parking garages, and theme parks must either lease those properties 
to a third party operator (like Marriott or Hilton) or with hotels and certain health care properties, to a 
fully taxable subsidiary in exchange for market-based rent. If leased to a taxable subsidiary, federal 
law requires the subsidiary to hire an independent operator. In Hawai‘i, the operator/subsidiary lease 
results in one level of REIT-specific GET revenue to the State, and the management fee results in yet 
another level of REIT-specific GET revenue to the State. 
 
For example, Park Hotels & Resorts, Inc. leases its Hawai‘i hotels to a taxable subsidiary, and, in 
Hawai‘i, the taxable subsidiary hires Hilton to operate its hotels. Both the subsidiary rents and the 
operator fees have resulted in an additional annual GET of approximately $9.5 million to Hawaii 
for each of 2017 and 2018 that the prior owner, Hilton, as a non-REIT hotel owner-operator, wasn’t 

https://www.reit.com/sites/default/files/media/PDFs/Research/NumberofREITShareholders2018_2_19v4.pdf
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paying before. When aggregated with other REIT hotel owners in Hawai‘i, this additional GET is 
estimated to exceed $16 million in 2018.  
 
And as a tax on gross receipts rather than a tax on net income, the GET makes up the majority of the 
State’s revenue, constituting a much larger percentage of the State’s budget (around 50%) than the 
corporate income tax (around 1-3%) and a much more stable source of State revenues than corporate 
income tax, which goes up and down according to the economy. (For example, see data from Council 
on State Revenues for FY 2019 To FY 2025). H.B. 475 HD 1’s enactment would seriously 
endanger this extremely valuable source of GET revenues to the State. Not only that, enactment 
also would put at risk the revenues and jobs created by non-hotel REITs that invest in the State. 
During deliberations following the Senate Ways and Means Committee hearing on companion bill SB 
301, Senate Ways and Means Committee Chair Dela Cruz noted that the Department of Taxation has 
estimated that, at best, SB 301 would raise $10 million a year. Given the risk of losing up to $16 
million in GET annually, it would not be prudent to enact HB 475 HD 1. 
 
This additional GET does not even consider the tens of millions of dollars of GET revenues generated 
from construction, repairs, and tenant businesses, as well as personal income tax and transient 
accommodation taxes directly attributable the billions of dollars invested by REITs over the past few 
years in the State to build, among other investments, student housing at UH Manoa or affordable 
rental housing, including Moanalua Hillside Apartments in Aiea. REITs also provide office space for 
small businesses that employ thousands of local residents. Medical facilities made possible by REITs, 
like Hale Pawa‘a, also ensure Hawai‘i physicians can deliver the highest quality care in state-of-the-art 
facilities. 
 
Unlike non-REIT property investors, REITs can’t retain their earnings. Like other corporations, 
REITs are subject to the corporate income tax rules. However, if REITs meet specific requirements to 
ensure that they are widely-held, long-term investors in real estate, and they distribute at least 90% of 
their taxable income to shareholders, REITs can claim a dividends paid deduction (DPD). REITs can 
retain up to 10% of taxable income (for example, during a recession) but must pay corporate tax on 
what they retain. While REITs are subject to requirements that other businesses are not, HB 475 HD 
1 would enact a drastic policy change that would put Hawaii at odds with virtually all other states 
regarding the taxation of REIT income at the shareholder level only based on the state of shareholder 
residence. 
 
Unlike other real estate businesses, REITs cannot be in the business of “flipping” properties. – 
Any gain from a REIT’s doing so is subject to a 100% tax. REITs are long-term neighbors in this 
community. The conflation of REITs with the activities in Kakaako suggests that the nature of REITs is 
not fully understood. REITs hold their investments for a very long time. These entities are not making 
a quick profit and leaving town; they are making long-term real investments back into the community 
and improving the State’s retail, office, hotel, affordable rentals, and medical facilities.   
 
Hawai’i taxes REIT shareholders on dividends from out-of-state sources. For example, 
securities law filings show that Hawaii-based institutional investment managers own tens of millions of 
dollars’ worth of REIT stock. The chilling effect of this measure --which would result in Hawai‘i’s REIT 
investment’s being taxed differently from REIT investment virtually anywhere else-- would cause such 
local investors to consider avoiding investment in REITs with Hawai‘i interests if Hawai‘i REIT 

http://files.hawaii.gov/tax/useful/cor/2019gf01-09_attach_1.pdf
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investment is taxed differently from REIT investment virtually anywhere else, resulting in less revenue 
for the state. 
  
HB 475 HD 1’s Enactment Would Lose Jobs for Hawai’i Residents 
 
HB 475 HD 1 risks significant job loss. Enactment of HB 475 HD 1would potentially result in a 
reduction of millions of dollars of new REIT investment, a shift in property ownership to tax-exempt 
owners like pensions and endowments, and loss of revenue and the stability of hundreds of the jobs 
generated by REITs to the State. While it may be easy to argue that no jobs will be lost by the 
onerous burdens and double taxation proposed by HB 475 HD 1, these existing and potential jobs 
belong to real people. Is it fair to risk significant job loss by enacting this proposal?  
 
Enacting this proposal would signal Hawai‘i’s discouragement of long-term capital investment 
in the State. REITs provide sorely needed investment capital to Hawai‘i. If this measure is passed it is 
very likely that potential REIT and non-REIT investors, fearing unexpected law changes post-
investment, would choose to deploy their capital elsewhere, Hawai‘i would be on the outside looking 
in.  
 
Hawai‘i’s significant economic growth over the past several years is, and we hope into the future, will 
be, a direct result of REIT investment. The popular new addition to Ala Moana Center was made 
possible by REIT funding. That project alone was estimated to have brought in more than $146 million 
in state revenue in 2016. Since completion, the additional retail sales produced some estimated $33 
million in GET revenue for the state, along with 3,000 new jobs. 
 
Hawai‘i residents have benefitted from REIT investment, which made possible dining at the 
Cheesecake Factory at Ka Makana Ali’i or taking their family to Wet'n'Wild or going shopping at 
Pearlridge, more eating choices and better Waikiki parking opportunities with the re-development of 
the International Market Place, not to mention the financial benefits to the Queens Health System, 
which is the landowner. 
 
These jobs and tax revenue would not be here without REIT funding. REIT investment occurred 
during the recession we recently experienced. While regular investors shied away from re-
development, REITs continued to build and improve their properties, providing a boost to the State’s 
local economy through needed construction jobs and later retail jobs for the completed projects. 
 
While REITs in Hawai‘i have been good for the local economy, they have also supported a wide 
variety of non-profit organizations providing much-needed services throughout the state. For example, 
Washington Prime Group’s Pearlridge Center has partnered with the Honolulu Chapter of the 
American Institute of Architects to support the “Canstruction” project. Over the past 13 years, more 
than 377,042 pounds of food has been raised through this event to help feed the hungry in Hawai‘i – 
providing more than 296,884 meals. 
 
HB 475 HD 1 Would Violate Core State Comity Principles 
 
HB 475 HD 1 would be contrary to federal income tax rules and the existing laws of virtually every 
other state with an income-based corporate tax system. Virtually every state with an income-based 

http://www.hawaiifoodbank.org/canstruction
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tax system, including Hawaii currently, allows REITs a deduction for dividends paid. (New Hampshire 
is the only state with income-based corporate tax that does not permit a DPD. New Hampshire has 
much less REIT investment than Hawai‘i; see attached chart.) Additionally, Hawai‘i currently taxes all 
REIT dividend income received by Hawaii resident shareholders, regardless of where the REIT’s real 
estate is located or the REIT does business.  
 
All other states that impose income taxes also tax the REIT income based on the location of the 
resident that receives the REIT dividends and not based on the location of the real estate. HB 475 HD 
1 would eliminate this comity of state taxation principles by unilaterally double taxing REITs (and their 
shareholders) that do business in Hawai‘i. In past years, a number of states such as Idaho, Louisiana, 
New Jersey, North Carolina, and Rhode Island have examined, and then rejected, the disallowance of 
a widely-held REIT’s DPD. 

 
HB 475 HD 1 Would Not Create Parity Between Partnerships/LLCs and REITs 
 
If the legislature wanted to enact true tax conformity between REITs and partnerships, HB 475 HD 1 
should be broadened to impose on partnerships the same burdens that would apply to REITs, namely 
that partnerships/LLCs would be required to annually distribute all their earnings to investors and still 
be subject to an entity-level tax applied on those. Of course, any such effort presumably would be met 
with fierce resistance from the investment community.  
 
Please Do Not Enact HB 475 HD 1 
 
Considering the many problems with the provisions of this measure and the likelihood for real 
economic harm that could result if it were to pass, the Hawai‘i members of Nareit respectfully ask that 
you hold this bill.  
  



-6- 
 

 

 
 
As shown in the above chart, Nareit analysis of data from 2016 Federal Reserve Board Survey of 
Consumer Finances (SCF), the Employment Benefit Research Institute data on 401(k) equity 
allocations (EBRI), Census population and household counts, and Morningstar Direct data, indicate 
that about 44% of Hawaii households own REIT stock directly and/or through mutual funds or certain 
retirement accounts. 
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 HOUSE COMMITTEE ON CONSUMER PROTECTION AND COMMERCE 

 February 12, 2019 2:00 PM Room 329 

In SUPPORT of HB 475 HD 1: Relating to Taxation of Real Estate Investment Trusts 

____________________________________________________________ 
 
Aloha Chair Takumi, Vice Chair Ichiyama, and members of the committee, 

On behalf of our 20,000 members and supporters, the Sierra Club of Hawaiʻi, a member of the 
Common Good Coalition, supports passage of HB 475 HD 1- which seeks to establish a fairer 
tax system in the state of Hawaiʻi by disallowing dividends paid deduction for real estate 
investment trusts. 
 
Since 1968, the Sierra Club of Hawaiʻi has worked to help people explore, enjoy, and protect 
the unique natural environment of the Hawaiian Islands.  We believe that the health of our 
environment will benefit from a fairer tax system, such as the taxation of Real Estate Investment 
Trusts, and therefore support this bill. 
 
Real Estate Investment Trusts are corporations that own income-producing real estate, like 
retail and hospitality-related establishments. Examples of REIT property include Ala Moana 
Shopping Center, Pearlridge Shopping Center, Hilton Hawaiian Village, the International 
Marketplace, and many others. There are 42 REITs operating in Hawai‘i, with only 1 REIT 
having its main office in Hawai‘i- meaning that almost all of these properties are owned by 
mainland-based corporations and shareholders.  As the law is currently written, all dividends 1

paid out to REIT shareholders (at least 90% of REIT income) can be deducted from REIT 
income taxes. As a result, the state of Hawai‘i is missing out on potential tax revenues of $30-50 
million annually from these corporations.   2

 
We will defer to the Legislature on how the revenues from REIT taxes will be utilized, but 
recommend that the 10% appropriated for economic development, as amended via the 
HD1, be removed. We feel that funding for economic development comes secondary to 
protecting our natural resources, building much needed affordable housing, funding our schools 
and social services, and repairing public infrastructure in the face of climate change. There are 
many worthwhile projects that could use a dedicated source of funds from REIT taxes. 

1 http://files.hawaii.gov/dbedt/economic/data_reports/REIT_Final_9.19.16.pdf 
2 http://hiappleseed.org/wp-content/uploads/2016/12/RevenueGeneratingMeasuresOverview.pdf 

 



 

The Sierra Club recognizes that there is a nexus between the environment and economic justice 
issues. This bill will require REITs and their shareholders to pay their fair share of taxes, 
creating a more equitable system to the benefit of all of Hawai‘i. Our tax system reinforces our 
income inequality; forcing more and more families to live paycheck-to-paycheck and make 
short-term decisions about their lives that usually impose a greater burden on the natural 
environment. We support tax fairness because we know that with a more balanced tax system, 
Hawaiʻi’s residents, our communities, and our environment as a whole will prosper.  
 
Thank you very much for this opportunity to provide testimony in support of HB 475 HD 1. 
 
  
Mahalo, 

 
Jodi Malinoski, Policy Advocate 











 

PUBLIC STORAGE 
Trusted nationwide since 1972™ 

701 Western Avenue, Glendale, CA  91201 
Tel: 818-244-8080 
publicstorage.com 

February 11, 2019 

Hearing Date:  February 12, 2019 
Time:  2:00 P.M. 
Place:  Conference Room 329 

The Honorable Roy M. Takumi, Chair 
The Honorable Linda Ichiyama, Vice Chair 
House Committee on Consumer Protection & Commerce 

Re: Testimony Opposing Repeal of the REIT Dividends Paid Deduction - HB 475 
H.D. 1 

Dear Chair Takumi, Vice Chair Ichiyama, and Members of the Committee on Consumer 
Protection & Commerce: 

My name is Lily Yan Hughes and I am the Senior Vice President, Chief Legal Officer 
and Corporate Secretary of Public Storage.  As I have previously testified before the hearing on 
the predecessor to this bill before the House Committee on Economic Development & Business, 
Public Storage is strongly opposed to HB 475 H.D. 1 (and related bills such as SB 301). 

Public Storage and Hawaii.  Public Storage is a real estate investment trust that is the 
largest owner and operator of self-storage facilities in the United States, with almost 162 million 
rentable square feet of real estate in 38 states.  In the United States we have approximately 2,425 
facilities and 1.4 million tenants.  We own 11 facilities in Hawaii.  In 2018, those Hawaii 
properties generated more than $30 million of gross revenue and we paid the state about 
$1.4 million of general excise tax.  For the 2018/2019 fiscal year, we will pay almost 
$2.25 million of real estate taxes in Hawaii. 

Because we are taxed as a REIT, Public Storage is effectively required to distribute all 
taxable income to our shareholders.  The shareholders then report and pay state and federal tax 
on those dividends.  Our shareholders in Hawaii are taxable by the state on the full amount of our 
dividends (not just the very limited portion of those dividends attributable to the 11 properties we 
have in the state, compared to about 2,425 properties across the nation), so the state benefits 
from the REIT regime because Hawaii shareholders are taxed on all of the distributed income.1 

Proposed Repeal of the Hawaii DPD.  The bill would eliminate the “dividends paid 
deduction” (DPD) for Hawaii income tax purposes for real estate investment trusts (REITs).  The 
DPD is a central feature of the taxation of REITs.  REITs get the deduction because they are 
effectively required to distribute their income to their shareholders, who are currently taxable on 
those dividends. 

Simply a Tax Increase, Causing Double Taxation.  While the bill offers no explanation 
or justification for the proposed DPD repeal, the Committee on Economic Development & 
Business commented “that businesses suffer an inordinate amount of taxation in Hawaii, and that 
                                                           

1 We are confident that investors in Hawaii directly and indirectly hold significant PSA shares, but 
we cannot specifically identify our Hawaiian shareholders.  Our common stock is traded publicly 
on the New York Stock Exchange under the symbol PSA.  Publicly traded companies typically 
cannot specifically identify their shareholders, as most publicly traded stock is held by 
depositaries in street name. 
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source shifting the tax base to entities such as real estate investment trusts will help to create a 
more level business playing field.”  Plainly, the motivation is to shift Hawaii taxes to REITs, and 
the ED&B committee seemed not to appreciate such a new tax will further increase the taxation 
of businesses operating in Hawaii.  The new tax also would not create a “level business playing 
field” since it will impose double taxation on REIT shareholders, in contrast to the single level of 
tax applied to other pass-through type entities, such as partnerships, LLCs, and S corporations.  
REITs are not comparable to regular C corporations that are subject to local taxes because REITs 
are required to distribute their income and are subject to significant operating restrictions 
governing their income and assets.  The taxes are paid by REIT shareholders on the dividends 
they receive. 

Chasing REITs Away, Adverse Ripple Effects.  While apparently motivated by a 
misguided effort to raise added tax revenue, the bill can be expected to have the opposite effect.  
Hawaii’s Department of Taxation has been reported to say that the bill only would produce 
collections of about $2.2 million in its first year with perhaps $10 million in subsequent years.  
Most importantly, such an anti-business tax would strongly incentivize REITs to reduce or avoid 
future investment in, and possibly redirect investments away from, the state.  That could be 
expected to have adverse long term effects on the Hawaii economy and the state’s tax 
collections.2 

Breaking the Mold; Inconsistent with Federal and Other State Treatment.  Enactment 
of HB 475 H.D. 1 or a similar measure would make REITs separately taxable in Hawaii, 
imposing a double tax regime that is completely contrary to the accepted federal and state tax 
treatment of REITs.  No state that imposes income tax upon REITs (other than New Hampshire) 
denies the dividends paid deduction as proposed by HB 475 H.D. 1.  Indeed, over the past 
decade or so, a number of states (e.g., Idaho, Louisiana, New Jersey, North Carolina, and Rhode 
Island) have examined, and then rejected, legislation that would have disallowed a widely-held 
REIT’s DPD in those states. 

Strong Recommendation: Do NOT Move this Bill Forward.  As when Hawaii’s 
legislature considered similar proposals in recent years, Hawaii should decline to enact this bill, 
so that the DPD for widely-held REITs will continue.  We respectfully request that you do not 
move forward HB 475 H.D. 1 or any similar bill. 

Sincerely, 

 
Lily Yan Hughes 
Senior Vice President, Chief Legal Officer 
  & Corporate Secretary of Public Storage 
lhughes@publicstorage.com 
818.244.8080, extension 1537 

cc: Department of Taxation, Department of Business, Economic Development & Tourism 
                                                           

2 An economic study prepared for Nareit by Paul H. Brewbaker, PhD., CBE in December 2015 
suggested that by repealing the DPD, Hawaii could lose more revenue from foregone economic 
activity than might be gained in taxes payable by REITs. 

mailto:lhughes@publicstorage.com


 
 

 
 
 
 
 

HB 475 HD1 
RELATING TO TAXATION OF REAL ESTATE INVESTMENT TRUSTS 

 
PAUL T. OSHIRO 

DIRECTOR – GOVERNMENT AFFAIRS 
ALEXANDER & BALDWIN, INC. 

 
FEBRUARY 12, 2019 

 
Chair Takumi and Members of the House Committee on Consumer Protection & 

Commerce:   

I am Paul Oshiro, testifying on behalf of Alexander & Baldwin (A&B) on HB 475 HD1, 

“A BILL FOR AN ACT RELATING TO TAXATION OF REAL ESTATE INVESTMENT 

TRUSTS.”  We respectfully oppose this bill.  

While A&B has always been a Hawaii-based company, in 2012, A&B made a 

strategic decision to migrate its mainland investments back to Hawaii.  Since then, A&B has 

sold all of its mainland properties and has reinvested the proceeds back in Hawaii—

acquiring properties including the Kailua Town commercial center, Manoa Marketplace, 

Waianae Mall, Laulani Village (Ewa Beach), Puunene Shopping Center (Maui), and Hokulei 

Village (Kauai).  In 2017, A&B then made the decision to convert to a real estate 

investment trust (REIT) to better support our Hawaii-focused strategy and increase our 

ability to invest in Hawaii, in an increasingly competitive environment.  A REIT structure 

enables A&B to attract new investors to its stock, giving us capital to invest in our Hawaii-

focused strategy, and puts us in a better position to compete with large, out-of-state 

investors, with greater sources of capital, for the acquisition of Hawaii properties, thus 



keeping them in locally-owned hands.  Furthermore, REITs are structured to be long-term 

holders of real estate, thus complementary to A&B’s goal of being Partners for Hawaii, with 

a long-term presence in our communities.    

Real estate investment trusts were established by Congress in 1960 to enable all 

sizes of investors to invest in real estate.  REITs generally own, operate, and finance 

income-producing commercial real estate such as shopping malls, hotels, self-storage 

facilities, theme parks, and apartment, office, and industrial buildings.  Unlike other 

corporations, REITs must meet several restrictive regulatory requirements which includes a 

requirement under Federal Law to distribute at least 90% of its taxable income to its 

shareholders as dividends.  At present, all states except for one (New Hampshire) allow 

REITs to pass through the dividends to its shareholders without the imposition of a 

corporate tax, as the individual shareholders will pay the tax on these dividends in their 

home state of residence.   

The purpose of this bill is to repeal the dividend paid deduction for real estate 

investment trusts.  Repeal of the dividend paid deduction will result in the double taxation of 

shareholder dividends for REIT properties situated in Hawaii.  The passage of this bill will 

essentially result in Hawaii REITs distributing, as mandated by Federal Law, at least 90% 

of their taxable income to shareholders however, unlike the other states, the REIT will pay 

Hawaii corporate income tax prior to making the dividend distribution to its shareholders, 

thus reducing the amount of dividends shareholders will receive.  In addition, shareholders 

of Hawaii REIT properties will also be responsible to pay income tax in their home state on 

the distributed dividends—a second tax on the same profits.   

 



 

Greater Overall Impact On Hawaii Focused REITs  

It is envisioned that the repeal of the dividend paid deduction in Hawaii will have a 

greater overall impact on locally focused REITs that have a large percentage of their 

commercial holdings in Hawaii --such as A&B--as opposed to out of state entities that only 

have a few holdings in Hawaii and a number of properties in other states.  If Hawaii 

becomes only the second state (along with New Hampshire) to double tax mandatory REIT 

dividends to shareholders, investors may prefer investing in non-Hawaii focused entities 

rather than investing in a REIT focused in one of only two states which double taxes 

dividends which must be paid to shareholders.  Hawaii focused REITs such as A&B will be 

at a competitive disadvantage in attracting additional investors to support continued 

investment in Hawaii based properties.   

Overall Impact On Hawaii’s Economy 
 
Today, every state except for New Hampshire that imposes a corporate net income 

tax allows the dividend paid deduction for REITs.  Should the dividend paid deduction be 

repealed in Hawaii, REITs may be compelled to relocate their operations elsewhere or 

lessen their business activity in Hawaii.  When combined with the direct reduction in 

general excise and income taxes from diminished REIT related construction, fewer jobs, 

and the reduction in business and individual income taxes because of the direct and 

indirect impacts of lower REIT related activity, the impact that this bill will have on State tax 

revenues is very unclear as this bill will likely have a significant negative impact to the 

state’s overall economy.  



REITs provide a much-needed source of outside capital for Hawaii.  Very few 

individual investors and a fairly small number of corporate players in Hawaii have capital 

market access equivalent to what is enabled by REITs.  REITs are not limited to raising 

capital from one geographical area or from one type of investor, but generally seek 

investments from around the world.  A REIT’s ability to access and raise capital with equity 

offerings in the public markets to make these types of real estate investments in Hawaii and 

other states make it a unique investment vehicle and a major advantage over privately held 

real estate with a limited amount of investors.   

In addition, if the DPD is repealed in Hawaii, REITs operating in Hawaii will likely 

pursue options to minimize their tax liability via tax deductions, tax credits, and other tax 

adjustments.  Coupled with the likely reduction in general excise and income taxes 

mentioned before, the anticipated increase in State tax revenue as a result of the DPD 

repeal is very unclear, and may not meet initial projections.   

Based on the aforementioned, we respectfully request that this bill be held in 

Committee.  Thank you for the opportunity to testify. 

 







HB-475-HD-1 
Submitted on: 2/11/2019 1:48:24 PM 
Testimony for CPC on 2/12/2019 2:00:00 PM 

Submitted By Organization 
Testifier 
Position 

Present at 
Hearing 

Melodie Aduja 

O`ahu County 
Committee on 

Legislative Priorities of 
the Democratic Party of 

Hawai`i 

Support No 

 
 
Comments:  



Testimony in supporting HB 475 HD1 with an amendment 
House Committee on Economic Development and Business  

February 12, 2019 at 2:00 in Conference Room 329 
 

My name is Rev.. David Turner, and I am the pastor of The Church of the Crossroads, 
Hawaii’s first intentionally multi-cultural church, founded in 1923. We have 200 members 
residing all over Oahu and have, as a congregation, unanimously adopted a position of 
supporting taxation of REITs as a revenue source for affordable housing.  Both our church 
and myself are also very involved in Faith Action an inter-faith organization advocating for  
justice and community equity here in Hawaii.  Faith Action is also in support HB 475 
 
Thank you for this opportunity to testify in support of HB 475.  Real Estate Investment 
Trusts (REITs) are corporations that use a loophole to avoid the Hawaii corporate tax.  That 
loophole should be closed, and the new tax revenue that is generated should be dedicated 
100% to increase the supply of affordable housing. 
 
REITs own income-producing property in Hawaii such as Ala Moana Center, the Hilton 
Hawaiian Village Resort, as well as office buildings and many other shopping centers and 
hotels.  Together, they own property with an estimated total value of $18 billion that earns 
an estimated $1 billion in profits annually.  If Hawaii’s corporate tax were applied to REITs, 
an estimated $60 million in tax revenue would be generated. 
 
Meanwhile, Hawaii faces an enormous shortage of housing that is affordable to low- and 
middle-income individuals and families.  New housing is being built, but most of it is priced 
for the high-income strata.  Some efforts are being made to build affordable housing for 
low- and middle-income levels, but much greater efforts must be made because the need is 
so great and the cost of housing is so high. 
 
Various ideas to finance affordable housing are contained in an action plan for 
workforce/affordable housing that was funded by the Legislature and issued in 2017.   
Those ideas include dedicating new tax revenue for affordable/workforce housing or 
infrastructure, with the funds kept separate from the general fund.  (Housing Action Plan 
Final Report to the State Legislature, 2017, p. xii) 
 
This bill should be amended to separate the new tax revenue from the general fund and to 
dedicate 100% of it to the creation of affordable housing in Hawaii.  With that amendment, 
the Church of the Crossroads supports this bill. 
 
Mahalo for your time and dedication. 
 
Aloha, Rev. David Turner  
Church of the Crossroads – 1212 University Ave. / Honolulu, HI 96826 
 

 



Testimony of  Ellen Godbey Carson 
Supporting HB475 with an amendment 

February 12, 2019, at 2:00pm Conference  Room329 
 

I am writing in SUPPORT of HB475, with request for one amendment noted below.  
Real Estate Investment Trusts (REITs)(or their shareholders) should pay taxes in Hawaii 
for their profits earned off Hawaii properties. The loophole in our laws that has failed to tax 
REITS in the past has led to a large erosion in our tax base, since REITs own major 
commercial properties in Hawaii that are essentially going untaxed here. That loophole 
should be closed.   This bill  should be amended to dedicate a major portion, up to 
100% of its tax revenues, to the creation of affordable housing in Hawaii.  With that 
amendment, I would be in full support of this bill. 
 
REITs own many large income-producing properties in Hawaii such as Ala Moana Center, 
the Hilton Hawaiian Village Resort, as well as office buildings and many other shopping 
centers and hotels.  Together, they own property with an estimated total value of $18 
billion that earns an estimated $1 billion in profits annually.  If Hawaii’s corporate tax were 
applied to REITs, an estimated $60 million in tax revenue would be generated.  Those 
revenues are lost for every year we fail to tax REITs. 
 
Meanwhile, profitable activities of REITs and other large landholders increase the price of 
property for everyone in Hawaii. Hawaii now faces an enormous shortage of housing that is 
affordable to low- and middle-income individuals and families.  New housing is being built, 
but most of it is priced for the high-income strata.  Some efforts are being made to build 
affordable housing for low- and middle-income levels, but much greater efforts must be 
made because the need is so great and the cost of housing is so high.  Devoting 100% of the 
tax revenues from REITs would provide a sustainable source of major funding for Hawaii’s 
critical needs for affordable housing 
 
Thank you. 
 
Ellen Godbey Carson 
Honolulu, HI   
 



HB-475-HD-1 
Submitted on: 2/9/2019 2:42:56 PM 
Testimony for CPC on 2/12/2019 2:00:00 PM 

Submitted By Organization 
Testifier 
Position 

Present at 
Hearing 

noel kent Individual Support Yes 

 
 
Comments:  

Despite the huge influx of tourists and increased tourist spending this past year, out 
state is not doing well financially considering the huge amount of unfunded liabilities we 
have in the ERS and other areas.  As an educator, I know how underfunded our system 
is currently.  Given this situation, the special privilege REITs have to remain untaxed is 
astonishing.  We desperately need the millions of dollars that are being lost because of 
this policy.  You have the power to rectify this tax loophole and protect our state in the 
years to come.  Mahalo  Noel Kent 

  

 



HB-475-HD-1 
Submitted on: 2/10/2019 5:13:04 PM 
Testimony for CPC on 2/12/2019 2:00:00 PM 

Submitted By Organization 
Testifier 
Position 

Present at 
Hearing 

Claire Gearen Individual Support Yes 

 
 
Comments:  

  

Claire Gearen 
House District 24 
Senate District 12 

Hearing: February 12, 2019 2:00 p.m. 

Dear Chair Takumi, Vice-Chair Ichiyama and Members of the Consumer Protection and 
Commerce Committee, 

Thank you for your public service. I am proud of the achievements of the legislature in 
2018 and have hopes for another great session in 2019. 

My name is Claire Gearen, and I write in strong support of House Bill 475 HD1. I am a 
member of Faith Action for Community Equity and speak also as a concerned private 
citizen and public school teacher. 

As an educator in the public schools, I have a clear stake in legislators’ work to maintain 
an adequate revenue stream while operating within the state biennial budget. Not only 
is my salary directly tied to the legislators’ appropriations, my students’ educational 
experience is affected by the amount available in the weighted student formula. I still 
teach students who experienced Furlough Fridays and am just recovering financially 
from those pay cuts. My conditions in the classroom have improved in recent years as I 
acquire the resources I need to teach. 

However, the public more widely has an interest in closing the Real Estate Investment 
Trust (REIT) tax loophole. With approximately $17 billion in REIT entities in the islands, 
this bill could generate sizable additional revenue for our state. We currently have more 
REIT owned property per capita than any other state. With increases in asset value of 
approximately 43% in just five years, REITs are unlikely to divest upon losing the 
dividend deduction. We are foregoing revenue that is measurable on the level of the 
individual resident of Hawaiâ€›i. 



There are significant potential uses for an additional $120 million in the biennium 
budget. Millions could go to the rental revolving fund to support affordable housing. We 
need a course correction in our state as the last two years have seen an exodus of 
residents from the islands. Our birth rate has also declined significantly. This is 
unsustainable. 

As someone who came of age in the 1990s only to see our state lose the most 
residents per capita of any state in that decade (U.S. Census), I ask that legislators do 
their outmost this session to achieve tax fairness and grow our affordable housing 
stock. I am here today testifying on House Bill 475 HD1 rather than an education bill 
because my efficacy as a citizen who wishes to improve Hawaiâ€›i is tied to how many 
students choose to live their adult lives here. We have collectively improved our K-12 
education system substantially in the last twenty years and it would be a shame not to 
benefit from the skills and talents of our upcoming generation. I want my students to be 
able to make their future home here. I urge you to close the REIT tax loophole as a step 
in the right direction. 

                            Sincerely, 
                            Claire Gearen 

  

 



Chair Takumi  

Vice Chair Ichiyama   

House Committee on Consumer Protection & Commerce  

 

Tuesday, February 12, 2019 

2:00 PM  

 

TESTIMONY IN SUPPORT OF HB475 HD1 RELATING TO TAXATION OF REAL 

ESTATE INVESTMENT TRUSTS 

 

Aloha Chair Takumi, Vice Chair Ichiyama, Members of the House Committee on Consumer Protection & 

Commerce,  

 

My name is Jun Shin, a member of Generation Z. I am a freshman at the University of Hawaiʻi at Mānoa 

in my third semester, and a member of the Faith Action for Community Equity (FACE). I am testifying in 

support of HB475 HD1 relating to taxation of real estate investment trusts.  

 

This has become an issue that is very close to my heart. I live in the Ala Moana area currently, so I’m 

personally neighbors with the Ala Moana Center, one of the well known REIT-owned properties in 

Hawaiʻi that is constantly busy. However, I am also neighbors with houseless individuals, and have also 

seen their struggles up close while coming home from school. I want to be able to do something to help 

our fellow human beings who have just as much worth as everyone else. To me, this is a tale of two cities, 

two very stark contrasts in my community that needs fixing. Closing the REITs tax loophole and making 

them pay their fair share of taxes is a much needed reform and a great step in the right direction.  

 

REITs are a well-off part of our communities. They should be helping to support the communities that 

they are currently operating in, and be a good neighbor. With REITs having federal tax exemptions and 

benefiting from our low property tax, they are in a great position to pay their fair share in taxes while still 

being well off. It is a common understanding among residents that it is very hard to live here. With low 

wages, our workers are taking on several jobs and living paycheck to paycheck, close to seeking the 

streets for refuge while our young people are moving out. By doing their part, REITs can operate and 

thrive in Hawai‘i while still being a responsible community member, and paying their share of the taxes 

needed to build a strong Hawai‘i for everyone, revenue that would be able to go to affordable housing 

programs and bettering our public education. For future generations, please pass HB475 HD1 and 

eliminate the corporate income tax exemption on dividends paid out by REITs.  

 

Thank you for the opportunity to testify,  

 

Jun Shin 

1561 Kanunu St. 

Cell: 808-255-6663 

Email: junshinbusiness729@gmail.com  

mailto:junshinbusiness729@gmail.com


February 11, 2019 

 

Re: HB475 HD1 in support 

 

Representative Roy Takumi, Chair 

Consumer Protection and Commerce Committee 

House of Representatives 

State of Hawai‘i 

 

 

Dear Representative Takumi and Members of the Committee, 

 

I am a retired United Church of Christ clergyperson who has lived in Hawai‘i for over 40 

years. I am writing in support of HB475 HD1 relating to the taxation of REITs.  

 

I have only two arguments to make in support of the bill: 

 

1. Profits generated from Real Estate Investment Trusts on property held in Hawai‘i 

should be taxed by the State of Hawai‘i and the taxes generated should be directed 

to the State of Hawai‘i. 

 

2. Since it is real estate that is taxed, and given the desperate need for affordable  

housing in Hawai‘i, the taxes generated should be designated for the Rental 

Income Housing Fund. This provision should be added as an amendment to 

the bill. 

 

Please vote affirmatively for HB475 HD1. Fairness dictates that profits from investment 

property in Hawai‘i should by taxed by the State of Hawai‘i to benefit the people of 

Hawai‘i. 

 

 

Yours truly, 

 

 

The Rev. D. Neal MacPherson 
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Comments:  

HB475, HD1 - Relating to Taxation of Real Estate Investment Trusts 

Tuesday, February 12, 2019, 2pm 

Conference Room 329 

From our friends at Faith Action...REITs own about $17 billion worth of Hawaii real 
estate and earn profits of about $1 billion every year, but they have a special tax status 
that exempts them from paying millions of dollars in corporate income tax. We are 
losing approximately $60 million every year through this loophole that could be used to 
invest in housing that is affordable for households earning $75,000 annually or less.  HB 
475 would close the REITs tax loophole and make them pay their fair share of 
taxes. TAKE ACTION: Support HB475, HD1.  

Annie Aui 
Hoon,                                                                                                                        Individ
ual,  

 

http://r20.rs6.net/tn.jsp?f=001zAcJVozqOR6kzmKfYRDZ0wAZEq91GKkILDr8UZmK59o9XC2ds8FAOvxXxO9D72BVmb0e6-1xjss1Oh-n6XCWXGmgX-FBmg6zEgUKLY7wUxLn_AhggWb3y_wwY_u_FtR4TcNHk4Zw59jjLsSfsrFoz8Z-VQccGnhk_Qjq0BoRWQkQFsAIXFpowTjnT9Jb0_F-if3QU-q3A9pE_P9x2Xi_oaDtbZap4XGz0KDp6J8w4DQ=&c=sCfzyh4l89FG-yQlo7RzQH03f_b84M1s3GXtp5MbivRum_f96_IDBA==&ch=uWGdThgvWuKElRh5fN2KMYH8GgvzcOpoYIbYgexDf1gBBWvgaIWz-Q==
http://r20.rs6.net/tn.jsp?f=001zAcJVozqOR6kzmKfYRDZ0wAZEq91GKkILDr8UZmK59o9XC2ds8FAOr1yYszBTnVqeJBHTpsoZEAw9QiPu64xKMTJkeRBYHNiUI1_YiHwQlAIhKj0_ruthaSQ02-RxjuNUVaaZKHJFc0k3hXQeAtEK8Uhf9eXtjCJnhi0s0rgs_sE5zLAXqEpzdmQUqUJl_yWbXjO9__MT9cL9lMJtacdzLhogDk49Sc4ixzEvjqpqGZU2zPfKhXTtwUKtlCQ4sDyGezsgIC97WiweDcx9DZukA==&c=sCfzyh4l89FG-yQlo7RzQH03f_b84M1s3GXtp5MbivRum_f96_IDBA==&ch=uWGdThgvWuKElRh5fN2KMYH8GgvzcOpoYIbYgexDf1gBBWvgaIWz-Q==


February 11, 2019 

 

Dear Rep. Takumi and other members of the committee, 

 

Testimony in support of HB 475 HD 1 

 
This letter is in strong support of taxing REITs.  We need to close the loophole that allows 
them to avoid contributing to the Hawaii tax base.  All of us must contribute our fair share 
to support the infrastructure in Hawaii.   
 
It is estimated that we could generate $60million in annual revenues, which should be 
applied to creating affordable housing, a huge need and essential for keeping Hawaii a 
place where we can live.  As a long time resident of Hawaii, I am very concerned about the 
lack of affordable housing and feel this could contribute to part of the solution.   
 
Thank you for your support on this important issue 
 
Best wishes, 
 
 
Jeannette Koijane 
PO Box 62155 
Honolulu, HI 96839  











 

REALTOR® is a registered collective membership mark which may be used only by real estate professionals 
who are members of the NATIONAL ASSOCIATION OF REALTORS® and subscribe to its strict Code of Ethics. 

 

808-733-7060        1259 A‘ala Street, Suite 300 
                          Honolulu, HI 96817 
808-737-4977   

      

 
February 12, 2019 
 
The Honorable Roy M. Takumi, Chair 
House Committee on Consumer Protection and Commerce 
State Capitol, Room 329 
Honolulu, Hawaii 96813 
 
RE: H.B. 475, HD1, Relating to Taxation 
 
HEARING: Tuesday, February 12, 2019, at 2:00 p.m. 
 
Aloha Chair Takumi, Vice Chair Ichiyama and Members of the Committee, 
 
I am Ken Hiraki Government Affairs Director, submitting written testimony on behalf of 
the Hawai‘i Association of REALTORS® (“HAR”), the voice of real estate in Hawai‘i, 
and its over 9,500 members. HAR opposes House Bill 475, HD1, which disallows the 
dividends paid deduction for Real Estate Investment Trusts (REIT.) 
 
In 1960, the United States Congress created REITs to allow all individuals, and not just the 
wealthy, the opportunity to invest in large-scale diversified portfolios of income producing 
real estate.   
 
REITs are tied to all aspects of the economy, and have a major economic impact on our state 
by encompassing a full range of real estate types, which includes: 

• Affordable Housing:  Waena Apartments and The Lofts at Kapolei 
• Student Housing: Hale Mahana Student Housing 
• Healthcare Facilities: Hilo Medical Center, Kapiolani and Pali Momi Medical Center 
• Retail:   Prince Kuhio Plaza, Whaler’s Village and Ka Makana Ali‘i 

 
REITs bring in investment to help build thriving communities where residents can live, work 
and play.  REITs not only provide a boost to our economy through construction of these 
projects, but create real job opportunities. 
 
Under this measure, it proposes to remove the income tax deduction for dividends from a 
REIT, thereby creating a double taxation of income.  HAR has concerns that this will 
become a disincentive to invest in Hawai‘i and negatively impact our economy. 
 
Mahalo for the opportunity to testify. 
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February 12, 2019

The Honorable Roy Takumi, Chair and Committee Members
Committee on Consumer Protection & Commerce
Hawaii State Capitol, Rm. 329
Honolulu, HI 96813

Dear Chair Takumi and Committee Members:

RE: HB 475 HD1 Relating to Taxation of Real Estate Investment Trusts (RElT's)

My name is Andrew Alcock, Director, Real Estate Investments, OPTrust, testifying in strong opposition to
HB 475 HD1 Relating to Taxation of Real Estate Investment Trusts. OPTrust is one of Canada's largest
pension funds, with net assets of over $20 billion CAD. The trust administers a defined benefit plan with
over 92,000 members and retirees.

OPTrust partnered with DeBartolo Development ("DeBartolo") to develop the Ka Makana Ali’i center in
Kapolei. DeBartolo’s vision and partnership with the Department of Hawaiian Home Lands ("DHHL")
were important factors in OPTrust’s decision to invest in Hawaii. One of the deciding factors in OPTrust
making its investment in Ka Makana Ali'l, was the sound investment policies of both the State of Hawaii
and its partnership with developers like DeBartolo. OPTrust-invests across the globe. Many of those
investments are made through REIT structures, which provide a dividend exemption by law. By way of
example, there is only one State in the United States of America (New Hampshire) which does not
permit the REIT dividend deduction. The ability to invest in Ka Makana Ali’i through a REIT structure was
paramount to OPTrust’s decision to invest in Hawaii.

RElT’s provide a way to finance projects that local investors or the State of Hawaii would not be able to
provide. Disallowing the dividends paid deduction for RElT’s will result in the double taxation of REIT
income and will place Hawaii at a disadvantage compared to others States when it comes to attracting
investor capital. Disallowing the deduction would prevent numerous investors from investing in the
State of Hawaii, resulting in far fewer development projects and less low-income housing. Should HB
475 HD1 be passed, it would no longer be efficient for OPTrust to make investments in the State of
Hawaii, including Phase 2 of the Ka Makana Ali'i project. As result, OPTrust would be forced to direct its
investment capital elsewhere. Unfortunately, we also understand and recognize that any changes in the
law will have a very undesirable effect on groups like DHHL.

1 Adelaide Street East Tel: (416) 681-6161
Suite 1 ZQQ (Toronto calling area)

Toronto, ON i\I5C 3A7 1-300-906-7733
(Toll-free in Canada)

www.optrust.com FHXI (416) 6316175
{00364931. 1}



We urge you to strongly oppose HB475 HD1, so that projects such as Ka Makana Ali'i can continue to be
built and enhance Hawaii's economic growth.

Thank you for this opportunity to testify.

Yours truly,

é/Z2/at_-——-
Andrew Alcock
Director, Real Estate Investments
OPTrust

(003!-34931.1)
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Marcella Alohalani 
Boido 

Individual Support No 

 
 
Comments:  



HB-475-HD-1 
Submitted on: 2/12/2019 10:04:24 AM 
Testimony for CPC on 2/12/2019 2:00:00 PM 

Submitted By Organization 
Testifier 
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Present at 
Hearing 

Kathy Campbell Individual Support No 

 
 
Comments:  

I support HB475 because it could bring much-needed revenue to Hawaii, and it will help 
local people. 
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